INTERNAL REVENUE SERVICE = . DEPARTMENT OF THE TREASURY
DISTRICT DIRECTOR ‘

31 HOPKINS PLAZA »
BALTIMORE, MD 21201 . : o

Person to Contact:
Contact Telephone Numbef:
Reply to: EP/E20:T

Date: Jﬁﬂ F [144

CERTIFIED MAIL

Oear Applicant: -

We have considered your applacation for recognition of exemption from Federal
incope tax under section 30i(c)(3) of the Irnternal Revenue Code and have
deteriined that you do not qualify under that section., Our reasons for this
conclusion and the facts on which it is based are explained below, %%
The evidence submitted indicates that you were incorporated I

- under the laws of [IIIINENENEGEGEGEGEGEGEE. Your articles ot R
Incorporation vere restated on IIEEN. Your Restated Articles of
Incorporataon provide that you are organized and operated exclusively for
charitable, religious, literary, scientific and educational purposes as set
forth in section 501(¢){(3) of the Internal Revenue Code of 1986. . This .
document also provides for the dietribution of your assets in the event your
organization dissclves, ‘

You state in your application that " is a'religious ministry whose purpose
is to help financially strengthen the religious community by providing

financial planning concepts and teachings of financial issues addressed in the
bible," '

As part of your proposed activities, you state that "Hl will hire and

pay for certificd professiorals to provide services to those individuals: that
need one-on-one counseling. The certified professionals will be able to
educate these individuals about financial planning concepts and incone tax
planning." You also state that ''the majority of the funds received by N
will go for this purpose."”
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Other activities described in your application include conductix};&& seminars and
providing manuals with regard to financial planning and income ta planning.
You also state that ‘Bl will market their services to various churches ip - -
the area.” Your application further provides that "Before il will accept

an individual for counseling, that individual must have a referral letter from
the pastor of their church and demonstrate why they are unable to hive a
certified professional on their own. Upor acceptance, [l will provide a
grant to the individual, payable to the p.afessional, for the professional
services needed. Individualr will not directly receive any monies from "

You state in your application that the professionals hired by [l to provide
these counseling services will be hired at their normal rates. Your Director,
I, states that he currently charges SHEMl per nour plus
out-of-pocket expenses for his private business clients." You also indicate
‘that [l would charge the same fee for any of their individual or church
clients, There is no indication that or any of the professionals

assisting llll's clients will provide these services below the normal
commercial rate, . : .

The professionals hired by [l to perform these services will include
Certified Financial Planners, Certified kublic Accountants and Attorneys. Ydur
founder, I, currently serves as initial Director, President
and Treasurer of . I is currently the only person on the board
who fits' any of these professiouais categories since he is a practicing CPA.

In addition, your Director, [IEEEE. 21s0 states that he expects to be
conpensated for preparing federal and stave tax returns for and for
performing the following accounting related services for clientt of [l at
rate of Sl per hour plus out-of-pocket eapenses: : :

1. Preparation of tax returns;

2. Correspondence with governmental agencies;
3. Retirement Planning; '

4. Tax Consultation;

{. Budgeting; '

6 Busiress Plans.

Income' to your organization is expected from contributions and fees charged to
clients of ll. Expenses arc anticipated for office supplies, printing costs,

a 10X tithe to local churches and fees to be paid for hiring certified
profeasionals,
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Federal income tax for organizations that are organized and operdped

Section 501(c)(3) of the Internal Revenue Code provides for thelﬂgemption'trom
exclusively tor charitable, religious and other stated purposes T 0 part of

——

the net earnings of which inures to the beénefit of any private shareholder or .

1nd1v1dua1

Section 1.%01(c){(3)~11(a)(1) of the Income Tax Regulations provades that in

- order to qualify fus exemption under section 501(c)(3), an organization must
be both organized and operated exclusively for one or more exempt purposes.

Failure to meet either the organizational or operational test will disqualify

an organization from exemption uncer section 501(c)(3),

Section 1.501(¢)(3)~1(b)(1) of the Regulations states that an organization is
organized for one or more exempt purposeg, ¢ its Articles of Incorporation
limit the purposes of such organization to exempt purposes.

Section 1.501(c)(3)=-i(b)(4) of the Regulations provides that an organization
is not organized exclusively for one or more exempt purposes unless its assets
are dedicated to an exempt purpose. An orazanization's assets will be
considered dedicated to an-exempt purpose if, upon dissolution, such assets
would. by reason of a provision in the organization's articles or by aperatiom
of law, be distributed for one or more exempt purposes, 0r to the Federal
government, oy to a State or lacal government for a public purpose.

Section 1.501(e)(3)~1(c){]1) of the Regulations provides that an organization
will be regarded as "operated exclusively" for one or more exempt purposes
only if it engages in activities which accomplieh 3such purposes.. An
organdzation will not be so regarded if more than an insubstant al part of its
activities in not in furtherance of an exempt purpose. ‘;
Section 1}, 501(c)(3) I{d)1)Lid) of the Income Tax Fegulations states that an
organization is not oyganized or operated for any purpose under section
501(c){(3) unless it serves a public rather than a pravate interest. Thus, to
meet the requirements of this subparagraph, it is necessary for organization
to establish that it 18 not organized and operated exclusively for the benefit
of private interests such as designated individuals, the creator or his
family, shareholder of the organization or persons controlled directly or
indirectly by such private interests.

In Better Business Bureau v. United States, 326, U.S. 279-283, the court held
that the existence of a single non-exempt purpose, if substan:ial in nature,
will destrov exemption under secticn 501(c)(3) regardless of the number or
importance 0f truly exempt purposes. To qualify for exemption upder section
501(c)(3)., the applicant organization must show that (1) it is organized and.
operated exclusively for religious, charitable or other stated purposes, (2)
that no part of the net earnings of the organization inures to the benefit of
a private shareholder or individual, and (3) that no substantial part of its
activmties consists of the dissemination of propaganda or otherwise attempting

. influence legislation or emgaging in political activity. See Kinner v,
Commissxong;, 318 F. 2nd, 632, {7th Cir. 1963). .
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In Bccegiastical Order of the lsm v.Commisgioner, 80 Té 833, the ———

AM, 1
Tax Court ruled that an organization that providcd tax counseling information
and ginancial planning advice is not entitled to exem

_ ption under section
501(c)(3) of the Internal Revenue Code, The court stated that "th

dissenination of this typ2 of information does not serve exclusively religious

or charitable purposes.” The court 8lso noted that the information furnished

was no different from the type distributed by 2 commercial tax service. It

was also noted that furnishing tax and financial advice served the interests
of private individuvals rathexr than the broad public interests yequired to be
exempt under gection 501(c) (3.’ : '

- e

oner, 70 U.S. Tax Court,
ation whose gole
activity vas conducting financial planning and tax information seminars and
workshops., The court held that this orsanization's activities serve
a substantial non-exempt purpose that was 1ndist1nguishnb1e from services
provided by 8 commercial ginancial planning entity. In addition, the tax
nenefits received by the contributoxs to the organization caused the net
earnings of the organization to inure to the benefit o! private jndividuals.
Under these circumstances, the court deterained that the or;anization's

activities served the jnterests of private jndividuals rathar than exclusively .
public interests which defeated exemption under section-SOl(c)(a).

10 Christian stewardship Asaistance, Ihc. Vs Compuissd s
tus O

In Ralph 4. Eaton Foundataon V. Commissionex, 55-1, U.5.T.C. 54,533, the lssue
of whether & corporation engaged in business activities that are normally
conducted for profit and that gives these profits to religiof; and charitable
enterprises is exempt under gection 501(c)(3) is discussed.*\'he court held an
this case that this organization vas organized and operated

oy two purposesi
(1) to engage in commercial pusiness for protit'and (2) to turn over the

profits yrealized from these compeycial activities to charitable organizations.
In denying exemption to this organization, the court held that “The second
purpose 18 charitable, the first purpose clearly is not. To gqualify for
exemption under section 501(c)(3), the corporation mst pe organized and

operated exclusively for charitable and other exempt purposes."

Revenue Ruling 72-369, published in Cumulative putletin 1972-02, page 245,
denied exenption to an organization formed tO provide panagerial an

consulting seyvices at cost o unrelated exempt organizations. The ruling
states? -
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vproviding manager ‘1l and consulting services on a regular

basis for a fee 3 a trade or business ordinarily car¥ied on for )
profit. The fac'

hat the services in this ruling argfprovided

at cost and solei; for exempt organizations is not s icient -
to characterize this activity as charitable within the meaning

of Section 50i(c)(3) of the Internal Revenue Code. Furnishing

the services at cost lacks the donative element necessary to
establish this activity as charitable.”

Qur review of the information submitted indicates that your Restated Articles
of Incorporation meet the organizational test required for exemption under
section 501(c)(3). However, your proposed plan to hire certified
professionals to hold one-on-one counseling sessions witk various individvals
on financial and tax planning topics indicates that your primary purpose is
like the organizations described in the precedents cited above where the court
“held that an organization providing financial and tax plasning advice ior a
fee is not entitled to exemption under gsection 501(¢)(3). The fact that you
expect to pay the certified professionals the standard S$H p:r hour
commercial rate plus out-of-pocket expenses for their services indicates that

your primary purpose is not exclusively religious or educational, but
commercial. '

comny

As stated in Revenue Ruling 72-369. "providing managerial aud consultiﬁk

services on a regular basis for a fee ig a trade or business ordinarily

carried on for profit,” The fact that the services are provided at cost and
for exempt oxganizations is not sufficient for this activity to be classified
as charitable within the meaning of section 501(c)(3)." The activities

of your organization indicate that the proposed fees are no; ifferent from
those charged by a commercial tax preparer. In addition, w.z

e the church
clients to be served by your organization qualify as exempt ganizations, any

individuals receiving services from I are clearly receiving assistance which

furthers their private interests rather than the broad interesta of the entire
community. ' _

Your proposed method of operation and activiiies also provide an opportunity
for clients to be referred to your pirector whom he would not pormally be in
contact. By operatiung in this manner, Il is indirectly acting as a marketing
device for HEEEENNNNEN's CPA business. You have also indicated that HH

. B expects to be compensated for various gervices, including preparation

of federal and state incoae tax returns, retirement planning services, tax

consulting, budgeting and formulating business plans. Since I is
the principal otficer of I, this proposed arrangement prov'des gsubstantial
private benefit to him which precludes exemption under section 501(c)(3).

ek
A
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Therefore, pased on the evidence submitted, we have‘ednclnded that you do not
qualify for exemption under section 501(c)(3) of the Intecsal Revenbe Code.

In accordance with this determination, you are yvequived to file fxderal income
tax returns on Form 1120, . : @1

Contributions to your organization are not deductible by donors under section
170(c)(2) of the Code.

1f you do not asree with our determination, you way request consideration of
this matter by the Office of the Regiopal Director of Appeals. To do this,
you should file 8 vritten appeal as explained in the enclosed Publication 892.

Your appeal should give the facts, law, and any other information in support
of your position. If you want a hearing, please request it when you file yoar
appeal and you will be contacted to arrange a date. The hearing may be held
a;fthe regional office, or, if you request, any mutually convenient district
office. . : ' :

1f you will ve yepresented by gomeone Whc is pot one of your principal

officers, that person will nqu to file a Pouwer of Attorney or tax information
authorization with us. )

1f you don't appeal this determination withan 30 days from the date of this ™
letter, as explained in Publication 892, this letter will become our final
determination in this matter. Further, if you do not appeal this :
determination in a timely manner, it will be considered by the Internal

Revenue Service as a gailure to exhaust administrative remedies.

or decree under this section shall not be jssued in any procgtding unless the
Tax Court, the Clains Court, Or the district court of the United States for
the District of COlumbia'determines that the organization invoived has
exhsusted all administrative remedies available to it within the Internal
Revenue service." . , '

Section 7428(0)(2) of the Code provides, in part, that “A deg?fratory judgment

afpeals which do mnot contain all the wocumentation yequired by publication 892
_ will be returned fox completion. ,

If you have any questions, please contact the person whbse pname and telephone
number are shown in the headins of this letter.

’

s in

]
pistrict Director

Enclosure: publication 892
“cc: State Attorney general (HD




